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OPI NI ON

~ This appeal is made pursuant to section
25666/ of the Revenue and Taxation Code from the
action of the-Franchise Tax Board on the protest of
Dasi bi Environnental Corporation against a proposed
assessment of additional franchise tax in the amocunt of
$7,741 far the incone year ended June 30, 1378.

17 Unless ocnerwise sSpecified, all section references
are to sections of the Revenue and Taxation Code as in
effect for the incone year in issue.
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appeal of Dasibi Environnental Corporation

The question presented by this appeal is
whet her the Franchi se Tax Board (Fr8) properly included
appel lant's parent corporation in a conbined repc:t for
the purposes of conputing total business income znd
appropriate apportionnent factors, even though ths
statute of limtations barred an assessnent against the
parent,

Pol | ution Research and Control Corporation
¢(PRCC),aCalifornia corporation, created appellant, al so
a California corporation, in 1971. Appellant
manuf act ures and assenbles air pollution nonitor-i:";"
devices. In 1977, PRCC created another subsidiary,

Dasi bi Environmental Research and Devel opnent Corgsoration
(Dasi bi R&D), *which was incorporated and operated in
Nevada. Dasi bi R&D conducted research and develcpment in
the field of air pollution nmonitoring devices..

Appel  ant and PRCC fil ed separate retuwns for
the income year ended June 30, 1978. During the course
of an audit, appellant executed a waiver extending the
statute of linmtations. No simlar extension waiver was
obtained fromthe parent, prcc. After the expiraztion of
the original statute of limitations, but within the
extended period, the FTB concluded that the threc Ttorpor-
ations were engaged in a unitary business, The resulting
assessment was apportioned between appellant and FRCC,
the two California corporations, resulting in an assess-
nment agai nst appellant and a refund due PRCC, which was
applied to reduce. the assessnment against appellant.

Appel | ant does not appear to dispute the FTB's
determ nation that the three affiliated corporations were
engaged in a single unitary business. Appellant's argu-
ment is that, because the statute of [imtations had
expired as to PRCC before the proposed assessmen: Was
issued against appellant, PRCC's operations could not be
included in the conbined report for determ ning sppor-
ti onabl e i ncome. Then, because PRCC coul d not be
included, a conbined report and fornul a apportionment

could not be used to determine the tax for any <t the
cor porations.

This argument fails because its main prem se,
t hat PRCC could not be included in the conbined report
because the statute of limtations for an assessmnent
against it had run, is erroneous. Although the business
income of all the corporations is conbined to determne
the business inconme of the entire unitary group; it is
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Appeal of Dasibi Environnmental Corporation

t hen apportioned by fornula between or anong the indivi-
dual corporations 1nvolved.

The function of this concept is not te disregard
the various taxable entities involved and
conbi ne them as one unit. ([Citations.} Rather
its function is nerely to ascertain the true

i ncome of the business attributable to sources
within California. [CGtation. ] Whem two Of
sore corporate entities each conduct a portion
of the unitary business in this state, their
separate entities are respected and a further
allocation is made anong them to determne the
true income of each. ([Citations.]

(Appeal of Bouseheld Finance Corporation, Cal. St. Bd. of
Equali. . Nov. 20, 1968.) ThuS. each corooration remains a
separate taxpayer, even though they are required: to file

a conbi ned report.

The four-year statute of limtations in section
25663 precludes the FTB fromissuing a proposed assess-
ment agai nst a taxpayer after the expiration of that
time. Because PRCC did not execute a waiver of the
statute, the FTB, in essence, lacked jurisdiction over it
to subject it to tax when the statute expired. Thus,
PRCC was in the sanme situation as the parent corporation
in the Appeal of Beecham, Inc., decided oa March 2, 1977,
In that case, the z1B lacked jurisdiction to tax the
f' oreign parent corporation, but the parent and ot her
affiliates were properly included in the conbined report
because they were "included in the conbined report not as
California taxpayers but only to determ ne what the
unitary business income was." (Appeal Of Beecham, Inc.,
supra.) Simlarly, PRCC was properly included I n the
conbi ned report regardless of its susceptibility to
t axati on.

- For the reasons stated above,. we must sustain
the action of the Franchise Tax Board,
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Apveal of Dasi bi Environnental Corporation

ORDER

Pursuant to the views expressed in the opinion

of the board on file in this proceeding, and good cause
appearing therefor,

| T I S HEREBY ORDERED, ADJUDGED anND DECREED,
pursuant to section 25667 of the Revenue and Taxati on
Code, that the action of the- Franchise Tax Board on the
protest of Dasibi Environnent& Corporation against a
proposed assessnment of additional franchise tax in the
amount of $7,741 for the inconme year ended June 30, 1978,
be and the sane is hereby sustained.

Done at Sacranento, California, this 19th day
of Novenber , 1986, by the State Board O Equalizati on,

with Board Menbers M. Nevins, M. Collis, M. Benentt,
M. Dronenburg and M. Harvey present.

Ri chard Nevins , Chairman
Conway H Collis . Menber
WIlliam M Bennett ; Menber

Ernest J. Dronenburq, Jr. , Member
Wl ter Harvey* , Menber

*For Kenneth Cory, per Governnent Code section 7.9
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Dasi bi Environnental Corporation)

ORDER DENYING PETITION FOR REHEARI NG

Upon consideration of the petizica filed Decenber 8, 1986,
by Dasibi Environmental Corporation for rehearing of its appeal
‘ fromthe action of the Franchise Tax 3czzd, we are of the OFi ni on
that none of the grounds set forth in the setition constitute cause
for the granting thereof and, accordingly, it is hereby ordered
that the petition be and the sane is nerezz denied and that our
order of Novenber 19, 1.986, be and the sacz is hereby affirned.

Done at Sacranmento, cCalifornia, tais 3rd day
of  February, 1987, by the State 3oczz<¢ of Equalization

with Board Menbers M. Collis, M. Dronenburg, M. Bennett,
M. Carpenter and M. Baker present.

Conway H Collis » Chai r man

Ernest Ji. Dronenburg, Jr. ,Member.

Wlliam M Bennett . Menber
Paul Carpenter » Menber
Anne Baker* » Menmber

*For Gray Davis, per Government Code section 7.9
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